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Direct Investment Positions
on a Historical-Cost Basis, 1994:
Country and Industry Detall

By Jeffrey H. Lowe

T HIS ARTICLE presents the country and indus-
try detail underlying the direct investment
positions on a historical-cost basis—the only ba-
sis on which such detail is available." Aggregate
estimates of the investment positions on the
current-cost and market-value bases are presen-
ted in the companion article “The International
Investment Position of the United States in 1994”
in this issue. Table 1 shows the aggregate direct
investment positions on all three valuation bases.

On a historical-cost basis, the positions for
both U.S. direct investment abroad (uspia) and
foreign direct investment in the United States
(ep1us) grew ¢ percent in 1994.> Favorable
economic conditions in the United States and
in many host and investor countries abroad
boosted both growth rates. Depreciation of
the U.S. dollar against major foreign curren-
cies also raised both rates, but in different ways

1. Estimates on a historical-cost basis largely reflect prices at the time of
investment rather than prices of the current or any other period. Historical
cost is the basis used for valuation in company accounting records in the
United States and is the only basis on which companies can report data in
the direct investment surveys conducted by the Bureau of Economic Analysis
(Bea). (For consistency, the estimates of earnings and reinvested earnings
used in analyzing changes in the historical-cost positions are also on this basis
and are not adjusted to current cost; country and industry detail for these
items, like the positions, are not available with such an adjustment.)

2. In general, comparisons of growth rates for the two historical-cost
position series may be distorted by the effects of differing vintages of the
underlying assets. In 1994, however, the growth rates for the two positions
were similar even after both positions were valued on consistent bases. For
direct investment estimated at current cost, the uspia and the ep1us positions
both grew 8 percent. For direct investment estimated at market value, the
usDpIA position grew 3 percent, and the rprus position grew 2 percent.

Mark W. New—assisted by Laura A. Downey, Marie K.
Laddomada, Sherry Lee, Leila Morrison, Gary M. Sola-
mon, and Dwayne Torney—conducted the survey from
which the data for the U.S. direct investment position
abroad were drawn; Smith W. Allnutt 11 programmed
the tables. Gregory G. Fouch—assisted by Peter J. Fox,
Nancy F. Halvorson, Tracy K. Leigh, Beverly E. Palmer,
and Linden L. Webber—conducted the survey from
which the data for the foreign direct investment posi-
tion in the United States were drawn; Karen Sellami
programmed the tables.

for uspia and rprus. For uspia, dollar depre-
ciation resulted in positive currency-translation
adjustments and higher reinvested earnings. For
rpius, dollar depreciation stimulated acquisitions
of U.S. businesses by foreigners by reducing their
foreign-currency costs.

Capital flows, the major component of the
change in the positions, were about the same
amounts for uspia and rprus—s47.7 billion and

Table 1.—Alternative Direct Investment Position Estimates,
1993 and 1994

[Millions of dollars]

Changes in 1994 (decrease (-))

Position Position
: at year- ) at year-
Valuation method end Tl Capital V:(Ijtjgﬁélgn end
r
1993 flows ments 1994P
U.S. direct investment

abroad:
Historical cost .......... 559,733 52,376 47,698 4,678 612,109
Current cost 706,636 54,344 49,370 4,974 760,980
Market value ............ 1,021,744 26,657 49,370 -22,713]| 1,048,401

Foreign direct
investment in the
United States:
Historical cost
Current cost .
Market value

464,110 40,292 50,066 =9,774| 504,401
535,805 44,698 49,448 —-4,750| 580,503
759,462 11,628 49,448 -37,820( 771,090

P Preliminary.
" Revised.

Table 2.—U.S. Direct Investment Position Abroad and
Foreign Direct Investment Position in the United
States on a Historical-Cost Basis, 1982-94

[Millions of dollars]

A Foreign direct
Yearend us. gsllrﬁg:] Ig\t;?g;rgent investment position in
P the United States

207,752 124,677
212,150 137,061
218,093 164,583
"238,369 184,615
270,472 220,414
"326,253 263,394
347,179 314,754

381,781 368,924

430,521 394,911

467,844 "419,108
502,063 " 427,566
559,733 464,110
P612,109 P504,401

P Preliminary.
" Revised.
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$50.1 billion, respectively. However, the compo-
sition and purpose of the flows differed. For
uspia, the majority of the flows consisted of
reinvested earnings, which were primarily used
to finance the ongoing operations of foreign af-
filiates. For eprus, the majority of the flows
consisted of equity capital, a major portion of
which appears to have been used to finance
acquisitions of new U.S. affiliates.

U.S. Direct Investment Abroad

The U.S. direct investment position abroad val-
ued at historical cost—the book value of U.S.
direct investors’ equity in, and net outstanding
loans to, their foreign affiliates—was $612.1 bil-
lion at yearend 1994 (tables 2 and 3 and chart 1).}
The positions in the United Kingdom—at $102.2
billion, or 17 percent of the total—and in
Canada—at $72.8 billion, or 12 percent of the
total—remained by far the largest of any country
(chart 2).

In 1994, the position increased $52.4 billion,
or ¢9 percent, somewhat less than the 11-percent
increase in 1993, but more than the 7-percent in-
crease in 1992. The following table shows the
change in position in 1994 by the type of capital
flow and valuation adjustment:*

3. A foreign affiliate is a foreign business enterprise in which a single U.S.
investor owns at least 10 percent of the voting securities, or the equivalent.

4. Valuation adjustments to the historical-cost position are made to re-
flect differences between changes in the position, measured at book value,
and capital flows, measured at transactions value. (For the position on a
historical-cost basis, there are no valuation adjustments due to price changes,
because prices are held at historical levels.)

CHART 1

The Direct Investment Positions

on a Historical-Cost Basis, 1982-94
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U.S. Department of Commerce, Bureau of Economic Analysis

[Billions of dollars]

Total .. 52.4
Capital OUtflOWS ... ...ooeiiie e 47.7
Equity capital ... 1.y
Intercompany debt.................l. 3.0
Reinvested earnings ............c.ooiiiiiiiianaann 33.0
Valuation adjustments. ... 4.7
Currency translation...............cocoiiiiienn. 8.0
Other. ... -3.3

The increase in the 1994 position reflected sev-
eral factors. First, sustained economic growth in
the emerging economies of Asia and Latin Amer-
ica and pickups in growth in Canada and many
European countries encouraged U.S. parents to
continue to invest in these areas. Second, record
profits by affiliates in some countries provided
the affiliates with readily available financing in
the form of reinvested earnings, and increases
in profits in the United States strengthened U.S.
parents’ ability to provide funds to their affili-
ates. Finally, the position was boosted by the
appreciation of major European currencies and

Currency-translation adjustments to the position are made to reflect
changes in the exchange rates that are used to translate affiliates’ foreign-
currency-denominated assets and liabilities into U.S. dollars. The precise
effects of currency fluctuations on translation adjustments depend on the
value and currency composition of affiliates’ assets and liabilities. Depre-
ciation of foreign currencies in relation to the dollar usually results in
negative translation adjustments, because it tends to lower the dollar value of
foreign-currency-denominated net assets. Similarly, appreciation of foreign
currencies in relation to the dollar usually results in positive adjustments,
because it tends to raise the dollar value of foreign-currency-denominated
net assets.

Examples of “other” valuation adjustments include differences between
the proceeds from the sale or liquidation of affiliates by U.S. parents and the
book values of the affiliates that are sold or liquidated, differences between
the purchase prices and the book values of affiliates that are acquired by U.S.
parents, writeoffs resulting from uncompensated expropriations of affiliates,
and capital gains and losses of affiliates.

CHART 2

U.S. Direct Investment Position Abroad,
1994: Host Country Shares of the Total

Germany (6.5%) Canada (11.9%)

Japan (6.0%)

United Kingdom
Switzerland (16.7%)
(5.6%)
Bermuda
(4.8%)
France (4.6%)
Netherlands
(3.9%)
Australia (3.3%)
Brazil (3.1%)

Other (33.5%)

U.S. Department of Commerce, Bureau of Economic Analysis
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Table 3.—U.S. Direct Investment Position Abroad on a Historical-Cost Basis at Yearend
[Millions of dollars]
1993 1994
Finance Finance
Whole- (excent Whole- (excent
All Petrole- | Manu- N banking), . Other All Petrole- | Manu- N banking), . Other

industries um facturing t?:llii' Banking insurance, Services industries | | industries um facturing t?z?lliee Banking insurance, Services industries

and real and real

estate estate
All COUNEHIES ovvvvveriresrreersisessressseeennens 559,733 | 63536| 194,336 | 57,084 27,129| 168,964 19,691| 28993 612,109 | 65711| 220,328| 67,303 29,529| 175045 22,994| 31,200
Canada 69,612 8,668 | 33,592 6,939 821 11,061 3,163 5,369 72,808 8553 | 35037 7,006 792 12,159 3,509 5,751
Europe 280,506 | 25267 | 95883 30,983| 12,121 96,123 | 13,052 7,077 300,177 | 25344 | 108,655| 36,435 13,380 94,004 | 14,813 7,547
Austria 1,333 210 593 226 ©) 124 156 (®) 1,611 192 834 245 ©) D 212 -14
Belgium 11,488 183 5,710 1,631 218 2,395 1,244 107 13,966 318 7,108 1,816 245 3,175 1,260 43
Denmark 1,740 (®) 175 196 ®) 351 421 70 1,993 ©) 298 190 (®) 380 533 14
Finland 419 () 206 145 (®) 1 7 ©) 602 o 217 270 () D 14 ©)
France 24,281 976 | 12,750 4,348 361 3,573 1,361 912 27,894 1177 14,521 4,810 387 4,724 1,407 867
Germany 36,879 2,407 | 20,823 2,806 2,230 6,038 1,080 1,494 39,886 2,020 [ 22,131 4,049 2,283 6,716 946 1,741
Greece 410 (®) 127 61 (®) 18 (® 0 446 (®) 124 ©) ©) 32 ©) 0
Ireland 9,224 (®) 4,782 139 (®) 3579 501 54 10,337 ®) 5,766 273 (®) 3,729 487 54
Italy 12,750 369 7397 2,165 221 1,861 549 188 14,998 422 8,582 2,034 315 2,263 1,180 203
Luxembourg 5376 28 1,260 166 187 3,682 ®) (®) 5,730 24 1,374 (®) 232 3,956 (®) (®)
Netherlands 20,945 1,393 7,859 2,942 131 6,571 1,416 634 24,150 1,484 8,908 3494 149 7,959 1,291 866
Norway 3,768 2,553 575 205 85 157 22 172 4,286 3,089 592 197 100 174 21 114
Portugal 1,260 ©) 349 276 259 128 145 (®) 1,458 ©) 438 361 (®) 126 190 (®)
Spain 6,734 142 3,830 867 1,090 325 357 123 8,048 135 4512 824 1,349 665 413 149
Sweden 2,428 3| 1219 418 ®) 698 59 (®) 2,719 481 1,219 481 (© 778 103 ©)
Switzerland 32,782 797 2,465 9,822 1,753 16,584 1,259 101 34,485 726 2,858 | 11,409 1,974 15,996 1,414 108
Turkey 997 (®) 582 41 98 * ©) (®) 1,084 ©) 693 19 110 * D -2
United Kingdom 104,313 | 14,731| 24,298 4,326 4,687 49,649 4,199 2,423 102,244 | 14,320 27,247 5,564 4,983 42,494 5,034 2,602
Other 3,378 513 884 204 603 388 60 726 4,241 517 1172 229 744 707 90 783
Latin America and Other Western Hemisphere ......... | 101,601 6,079 27523 4,897 7,602 48,373 739 6,387 114,985 6,264 31,932 6,574 7,404 53,615 885 8311
South America 31,457 3,703 | 16,661 1,321 2,245 4,495 272 2,759 37,972 4,146 19,331 1,884 2,726 5,057 396 4,433
Argentina 4,331 555 1,732 420 551 821 73 181 5,666 773 2,467 530 627 756 92 422
Brazil 16,822 773| 12513 183 1,085 1,917 96 255 18,977 768 | 13,681 402 1,399 2,258 129 340
Chile 2,847 ©®) 236 197 356 1,271 ®) 545 4,457 ®) 376 262 364 1,590 ®) 1,570
Colombia 3075 1,279 759 140 ©) 326 -4 (®) 3442 1,318 994 230 (©) ®) 13 (®)
Ecuador 549 392 98 38 (®) 0 0 (®) 728 546 129 40 (®) 0 (®)
Peru 628 (®) 14 51 (®) 55 8 (®) 836 ©®) 49 50 (®) 0 9 613
Venezuela 2,419 246| 1,228 200 (®) 70 ®) 627 2,978 212| 1536 295 (®) 85 ©) 772
Other 786 199 81 93 125 36 8 244 889 244 98 76 158 (®) 11 ®)
Central America 28,317 1,066 | 10,085 1,366 98 12,786 352 2,564 31,321 1,154 11513 1,955 =27 13,934 396 2,396
Costa Rica 315 -39 328 47 0 0 5 =27 584 (®) 355 (®) 0 * 6 -23
Guatemala 137 27 101 -6 1 7 3 3 133 37 88 =7 2 8 * 4
Honduras 213 (®) 144 6 5 23 0 (®) 198 (®) 174 (®) 5 24 0 -38
Mexico 15,229 (°) 9,349 872 (®) 2,045 250 2,419 16,375 () 10,697 994 (®) 1,982 261 2,335
Panama 12,190 715 150 442 (®) 10,706 (®) (®) 13,775 806 168 663 (®) 11,915 122 (®)
Other 233 144 12 4 ®) 4 ®) 59 256 157 29 5 ®) 6 (®)
Other Western Hemisphere ... 41,828 1,310 77 2,210 5,259 31,092 115 1,065 45,693 964 1,089 2,736 4,706 34,624 93 1,482
Bahamas 3,564 71 ®) 121 2,250 1,209 -169 (®) 3,260 56 7 150 1,890 1,214 -125 68
Barbados 466 95 7 197 ®) 93 ®) 0 488 98 7 225 ®) (®) ®) 0
Bermuda 28,696 (®) (®) 870 0 27,606 118 105 29,232 -161 5 1,097 0 28,014 91 187
DOMINICaN REPUDIIC ........covvvvvvvvevvvrvevvisvisviiviesiviisnnnnns 1,047 (®) 228 5 (©) 3 ©) (®) 1,196 (®) 206 3 ®) 3 ®) (®)
Jamaica 1,053 (®) 158 ®) ®) 4 22 () 1,272 ©) 161 (®) ®) 5 23 24
Netherlands Antilles 32 (®) 13 8 4 45 -41 ®) 2,007 (®) ©) 9 ©) 2,048 ®) (®)
Trinidad and Tobago 693 469 ©) 0 5 ®) 1 3 817 511 ©) 0 ©) 11 1 (®)
United Kingdom Islands, Caribbean 5,638 27 63 ®) 2,920 2,102 65 (®) 6,667 76 421 ®) 2,698 2,845 70 (®)
Other 638 603 48 4 ®) (®) * (®) 753 311 56 4 ®) ®) *) (®)
Africa 5473 3,129 1,093 184 185 556 84 241 5,472 2,669 1,274 248 224 698 86 274
Egypt 1,463 1,186 87 26 ©) (®) 36 (®) 1,360 1,017 85 79 135 (®) 34 (®)
Nigeria 544 ®) 48 (®) ®) =27 5 0 402 ©) 81 ®) ®) ©) (®) 0
South Africa 903 (®) 481 88 0 (®) 6 32 1,044 (®) 623 84 0 (®) 6 39
Other 2,563 1,234 477 (®) ®) 533 37 (®) 2,666 1,168 485 (®) ®) 647 ®) ®)
Middle East 6,573 2,223 2,054 208 341 1,191 316 239 6,727 2,390 1,853 211 469 1,143 441 219
Israel 1,604 (®) (®) 25 0 163 165 (®) 1,350 ©) 930 g) 0 (®) 155 47
Saudi Arabia 2,618 ) (®) 27 (®) © 102 ) 2,117 157 920 (®) ©) (®) 159 103
United Arab EMIrates ... 524 287 10 152 ®) (®) 31 21 589 (®) 3 156 ®) -28 39 45
Other 1,827 1,746 *) 4 -10 10 18 58 2,070 1,897 *) (®) 18 (®) 88 25
Asia and Pacific 92561 17,243| 34,190| 13,873 6,059 11,660 2,337 7,200 108402 19,144| 41577| 16,829 7,259 13,426 3,259 6,907
Australia 19,054 3,020 6,707 1,834 1,274 2,273 633 3,313 20,504 2,942 8,002 2,152 1,717 2,056 1,126 2,510
China 933 221 524 140 ®) -2 ®) (®) 1,699 675 765 131 (®) ©®) (®) 38
Hong Kong 10,177 496 1,624 3,370 1,016 2,781 414 475 11,986 552 1,902 4,209 1,094 3,013 698 517
India 611 ®) 242 28 316 ©®) 18 * 818 (®) 308 37 442 ©) 23 ®
Indonesia 4770 4,223 181 18 95 (®) (®) 22 5015 4,341 181 58 11! (©) ©®) 259
Japan 31,184 5419 | 13,408 5,845 360 4,906 606 641 37,027 6,124 [ 15844 6,844 420 6,400 496 900
Korea, Republic of 3,124 74 1,264 309 1,259 168 28 23 3,612 88 1,391 422 1,426 204 29 51
Malaysi 1,988 300 1,297 112 86 157 11 25 2,382 396 1,582 142 57 153 g) 53
New Zealand 3,090 339 798 70 ®) 187 ®) 1,602 3577 282| 1274 118 ®) 209 ®) 1571
Philippines 1,945 ®) 934 167 270 ©®) 58 12 2,374 ©)| 1167 177 321 ©) 60 67
Singapore 8,867 1,806 4,359 1,267 433 638 222 144 10,972 2,121 5316 1,638 489 690 514 197
Taiwan 3,128 ®) 1,877 453 401 143 160 (®) 3,882 ©) 2,459 528 435 168 160 (®)
Thailand 2,947 1,010 934 234 300 (®) 60 (®) 3,762 1,185 1,341 344 365 63 70 394
Other 743 139 42 27 214 ®) 0 ) 793 205 45 30 244 ©®) 0 ©®)
International 3,407 928 2,479 3,537 1,346 2,191

Addenda:

Eastern Europe 2,320 483 768 67 125 177 6 695 3,063 484 1,041 81 196 D) 29 (®)
European Union* 235402 20,988 | 89,360| 19,923 9,507 78,170 | 11,360 6,095 251,149 | 20574| 101,009| 23,584 10,375 76,220 | 12,825 6,561
OPEC? 11,762 6,161 2,347 433 502 1,068 208 1,043 12,586 6,022 2,724 591 641 1,085 329 1,194

* Less than $500,000 ().

D Suppressed to avoid disclosure of data of individual companies.
1. Prior to 1993, the European Union was known as the European Communities (12). Through 1994, it consisted

of Belgium, Denmark, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, and the

United Kingdom. At the beginning of 1995, the Union was enlarged to include Austria, Finland, and Sweden, but
data for these countries are not included in this line.

2. OPEC is the Organization of Petroleum Exporting Countries. Its members are Algeria, Gabon, Indonesia, Iran,
Iraq, Kuwait, Libya, Nigeria, Qatar, Saudi Arabia, the United Arab Emirates, and Venezuela.
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Revisions to Estimates of the U.S. Direct Investment
Position Abroad for 1983-88

The estimates of the U.S. direct investment position
abroad and the related estimates of income receipts,
capital outflows, and services transactions for 1983—
88 have been revised to incorporate information from
BEA'S 1989 benchmark survey, or census.

The position was revised up for all years. In dol-
lar terms, the revisions ranged from s4.9 billion for
1983 t0 $11.3 billion for 1988. In percentage terms, they
ranged from 2 percent for 1983 to 4 percent for 1986. A
complete set of tables containing the revised estimates
for 1983-88 for all U.S. direct investment abroad ac-
counts will be published later this year. For additional
details about the revisions, see page 73 in “U.S. Inter-
national Transactions, Revised Estimates for 1983—94”
in this issue.

the Japanese yen against the U.S. dollar (see
footnote 4).

Capital outflows for U.S. direct investment
abroad were s47.7 billion in 1994, compared
with s$71.4 billion in 1993. Over two-thirds,
or $33.0 billion, of the 1994 outflows were ac-
counted for by reinvested earnings, which were
$2.8 billion higher than in 1993. The strength
in reinvested earnings in 1994 reflected robust
affiliate profits—boosted by dollar depreciation—
and a high reinvestment ratio. The reinvestment
ratio—the portion of affiliate earnings that is
reinvested—was o.52 in both 1994 and 1993, well
above the average of o.35 for the prior decade.
The remainder of the 1994 outflows was ac-
counted for by equity capital outflows of s$11.7
billion and intercompany debt outflows of $3.0
billion. Both equity capital outflows and in-
tercompany debt outflows were down sharply
from record levels in 1993. The dropoff in eg-
uity capital outflows reflected smaller outflows
for establishing or acquiring new affiliates in 1994
than in 1993, especially in Europe. The dropoff
in intercompany debt outflows was more than
accounted for by British finance affiliates, and
it may have reflected a need for funds in the
United States to help finance a surge in lending
by U.S. banks and to take advantage of higher
U.S. interest rates.

Changes in the position by country

The $52.4 billion increase in the U.S. direct invest-
ment position abroad was spread among most
major geographic areas. The largest increases
were in Europe, Asia and Pacific, and Latin
America and Other Western Hemisphere.

The following table shows major changes in the
positions in 1994 by area and country:

[Billions of dollars]

All COUNEIIES ..ot 52.4
BUFOPE. .. e 19.7
of which:

France. ..o e 3.6
3.2
3.0
2.5
United Kingdom ..o -2.1
Asiaand PaCifiC............oooiiiiii i 15.8
of which:
JAPAN . . 5.8
Singapore..... 2.1
HONG KONG ... 1.8
Australia.........oooiiiii 1.5
Latin America and Other Western Hemisphere..... 13.4
of which:
Brazil.........ooiiiii 2.2
Netherlands Antilles. ...l 2.0
ile......ooil 1.6
Panama.............. . 1.6
Argentina.. ... 1.3
MEBXICO . ettt e 11
(OF: g T o - N 3.2

Europe accounted for more than one-third of
the increase in the overall position. However, the
position in Europe grew at a slower pace than the
positions in Asia and Pacific and in Latin America
and Other Western Hemisphere. The increase in
Europe resulted from capital outflows of $15.3 bil-
lion and from currency-translation adjustments
of $7.4 billion, which reflected widespread appre-
ciation of European currencies against the U.S.
dollar. Within Europe, the largest increase in the
position was in France; increases were also siz-
able in the Netherlands, Germany, and Belgium.
By contrast, the position declined in the United
Kingdom.

Nearly one-half of the increase in France re-
sulted from equity capital outflows to acquire
interests in new affiliates and to make capital con-
tributions to affiliates in finance. Much of the
remainder of the increase resulted from large pos-
itive currency-translation adjustments related to
the appreciation of the French franc against the
U.S. dollar.

In the Netherlands, the increase was wide-
spread by industry but was largest in finance
and manufacturing; reinvested earnings and
large positive currency-translation adjustments
boosted the position. In Germany, about
two-thirds of the increase consisted of positive
currency-translation adjustments; most of the re-
mainder resulted from numerous small equity
capital contributions to manufacturing affiliates
and from acquisitions in “other” industries and
manufacturing. In Belgium, the increase was
about evenly split among equity capital, rein-
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vested earnings, and positive currency-translation
adjustments.

The United Kingdom, the country in which
the U.S. position was largest, was the only major
country in Europe where the position decreased.
The decrease mostly reflected intercompany debt
inflows to U.S. parents, mainly from finance affil-
iates. The decrease occurred even though equity
capital outflows to the United Kingdom were
the largest of any country, and the reinvested
earnings of British affiliates were large.

In Asia and Pacific, nearly one-half of the in-
crease in the position resulted from reinvested
earnings; most of the remainder resulted from
positive valuation adjustments and intercompany
debt outflows. The position grew at double-
digit rates in most major countries. The largest
dollar increase was in Japan, where the position
was boosted by positive currency-translation ad-
justments related to the appreciation of the yen
against the U.S. dollar; there were also large rein-
vested earnings, concentrated in manufacturing,
and intercompany debt outflows, concentrated
in finance. Large increases in Singapore, Hong
Kong, and Australia primarily resulted from rein-
vested earnings and reflected continued robust
economic growth in the area.

In Latin America and Other Western Hemi-
sphere, the largest increases were in Brazil, the
Netherlands Antilles, Chile, Panama, and Ar-
gentina. In Brazil, the increase was more than
accounted for by the reinvested earnings of man-
ufacturing affiliates.  (Brazil had the largest
reinvested earnings of any country worldwide, re-
flecting the strong earnings of affiliates.) Partly
offsetting the reinvested earnings were large nega-
tive “other” valuation adjustments resulting from
capital losses from currency translation.” In
the Netherlands Antilles, the increase mainly re-
flected repayments by U.S. parents of loans from
their finance affiliates. In Chile and Argentina,
the increases reflected reinvested earnings and ac-
quisitions in several industries. In Panama, the
increase reflected reinvested earnings and capital
gains of finance affiliates.

The increase in the position in Mexico reflected
large reinvested earnings and intercompany debt
outflows to manufacturing affiliates, particularly

5. In a highly inflationary economy, such as Brazil’s in 1994, capital
gains or losses resulting from changes in the exchange rates used to translate
affiliates’ assets and liabilities from the currency of the country into U.S.
dollars are carried through to the income statement, in accordance with U.S.
generally accepted accounting principles, specifically rass-52, and these gains
and losses affect the position through “other” valuation adjustments rather
than through translation adjustments. In less inflationary economies, those
gains or losses are taken directly to the translation-adjustment account in the
owners’ equity section of the balance sheet and affect the position through
currency-translation adjustments.

in transportation equipment and food products,
and equity capital outflows to partially finance an
earlier acquisition. Offsetting these large capital
outflows were large negative translation adjust-
ments resulting from the sharp depreciation of
the peso against the U.S. dollar.

The increase in the position in Canada reflected
the largest total capital outflows to any country;
the outflows resulted from reinvested earnings,
mainly of manufacturing affiliates, and numer-
ous small-to-medium-sized acquisitions in many
industries. However, the increase in position was
dampened by sizable negative valuation adjust-
ments due to depreciation of the Canadian dollar
against the U.S. dollar.

Foreign Direct Investment
in the United States

The foreign direct investment position in the
United States valued at historical cost was $504.4
billion at the end of 1994 (tables 2 and 4, and
chart 1). The United Kingdom had the largest
position—s113.5 billion, or 23 percent of the total.
Japan’s position was the second largest—s103.1
billion, or 20 percent—and the Netherlands’ po-
sition was the third largest—syo.6 billion, or 14
percent (chart 3).°

In 1994, the position increased $40.3 billion, or
9 percent, about the same rate as in 1993. The in-
creases in the last 2 years follow an unusually low
growth rate of 2 percent in 1992. The following
table shows the change in position in 1994 by the
type of capital flow and valuation adjustment:

[Billions of dollars]

Total. .o 40.3
Capital iINflows. .......cooviiiiiiiiieees 50.1
Equity capital.........ccooiii 32.4
Intercompany debt.....................LL 9.5
Reinvested earnings ............cccooveeeean... 8.2
Valuation adjustments.... .. -9.8
Currency translation .......................... ™)
Other (capital 10SS€S).......covvvveeieeenaaa. -9.8

* Between so and -$50 million.

The strong increase in the 1994 position, as
well as that in 1993, resulted from stepped-up
economic activity both in the United States and
abroad that increased foreign investors’ ability
and incentive to invest in the United States.
Their ability to invest was strengthened by the
continued improvement in business conditions
in certain major investor countries, such as the

6. Japan had the largest position at yearend 1992. Preliminary data pub-
lished in June 1994 indicated that Japan also had the largest position at
yearend 1993. However, based on new information received subsequent to
June 1994, the United Kingdom, not Japan, had the largest position at yearend
1993.
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United Kingdom, which raised the earnings of
foreign parents in those countries. Their incen-
tive to invest was enhanced by the continued
growth of the U.S. economy, which increased the
profitability of potential acquisition targets. In
addition, some investment in 1994 may have been
prompted by dollar depreciation against several
major currencies. The impact of these factors can
also be seen in the total outlays by foreign in-
vestors to acquire or establish U.S. businesses: In
1994, these outlays, including those financed by
equity capital inflows, rose 8o percent, following
a 71-percent increase in 1993.”

Capital inflows for foreign direct investment in
the United States were $50.1 billion in 1994, com-
pared with s41.7 billion in 1993. Equity capital
inflows were $32.4 billion, up from $26.7 billion;
to a large extent, the increase reflected the step-up
in acquisitions and establishments of U.S. busi-

7. For a discussion of these and other relevant factors, see “Foreign Di-
rect Investment in the United States: New Investment in 1994 and Affiliate
Operations in 1993,” Survey orF CURRENT Business 75 (May 1995): 57-81.
Preliminary data from Bea’s survey of new foreign direct investments, sum-
marized in that article, indicate that total outlays to establish or acquire U.S.
businesses were $47.4 billion in 1994, up sharply from $26.2 billion in 1993.
These figures differ from those on changes in the foreign direct investment
position presented here largely because they cover only transactions involv-
ing acquisitions and establishments of new U.S. affiliates and because they
include financing other than that from the foreign parent, such as local bor-
rowing by existing U.S. affiliates. In contrast, changes in the position reflect
transactions of both new and existing U.S. affiliates—but only if the trans-
actions are with the foreign parent or other members of the foreign parent
group—and valuation adjustments.

Notwithstanding these differences, the two types of data are related. Any
outlays to acquire or establish U.S. businesses that are funded by foreign
parents (or other members of the foreign parent group) are part of capital
inflows, a component of the change in the position. Data on the sources
of funding of outlays to acquire or establish new U.S. affiliates indicate that
foreign parent groups funded s$28.7 billion, or 61 percent, of such outlays in
1994, compared with s11.9 billion, or 45 percent, in 1993.

CHART 3

Foreign Direct Investment Position
in the United States, 1994: Parent
Country Shares of the Total

United Kingdom (22.5%)

Japan (20.4%)

Netherlands
(14.0%)

Other (15.0%)

Canada (8.6%)

Switzerland (5.0%)
Germany (7.8%)  France (6.6%)

U.S. Department of Commerce, Bureau of Economic Analysis

nesses by foreigners. Reinvested earnings, which
had been negative since 1989, shifted $16.9 billion,
to a positive $8.2 billion. The shift reflected the
return to profitability of U.S. affiliates for the first
time since 1989. By contrast, intercompany debt
inflows were $9.5 billion, down from $23.7 bil-
lion in 1993. The decrease resulted from a sharp
decline in inflows on U.S. affiliates’ payables.

Changes in the position by country

Just under two-thirds of the $40.3 billion increase
in the position in 1994 was accounted for by Eu-
ropean investors, whose position rose 9 percent.
Within Europe, parents in the United Kingdom
had by far the largest increase in dollars, followed
by parents in Germany, France, and Switzerland.
Outside Europe, the largest increases were by
parents from Japan and Canada.

The following table shows the major changes
in the positions in 1994 by area and country:

[Billions of dollars]

All COUNEIIES ..o 40.3
BUFOPE. . e 25.8
of which

United Kingdom..........cooiiiiiiiiiie 1.2
GEIMANY . ..t 4.7
France.......ooooiiii 41
Switzerland. ... 3.2
JAPAN . 3.9
CaNada . ..o e 3.1

The increase in the position of British par-
ents mainly resulted from equity capital inflows,
which were the largest of any country. By in-
dustry, the largest increases in position were
in manufacturing, especially in chemicals and
“other manufacturing,” and in “other” indus-
tries. In chemicals, the increase resulted from
reinvested earnings and from intercompany debt
inflows related to acquisitions. In “other manu-
facturing” and in “other” industries, the increases
resulted from equity capital inflows and largely
reflected acquisitions.

The largest increases in the position of Ger-
man parents were in manufacturing, especially in
“other manufacturing” and chemicals, and in fi-
nance. In “other manufacturing” and chemicals,
the increases partly reflected several acquisitions.
In finance, the increase resulted from loans by
foreign parents to their affiliates. However, the
increase in the position of German parents was
dampened by large capital losses, particularly in
petroleum and chemicals.

Over one-half of the increase in the posi-
tion of French parents was in manufacturing
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and was due mostly to loans made to affili- capital inflows, mainly to existing affiliates. By
ates. The remainder of the increase resulted from  industry, the increase in the position was wide-
the repayment by foreign parents of loans made  spread; the largest increases were in finance and
by affiliates in finance and from equity capital ~ manufacturing—particularly machinery. In fi-
inflows, which were widespread by industry. nance, the increase was more than accounted for
The increase in the position of Swiss parents by intercompany debt inflows, as affiliates bor-
was concentrated in manufacturing and finance. ~ rowed from their parents. In manufacturing, the
In manufacturing, more than one-half of the  increase partly reflected an equity capital contri-
increase reflected acquisitions. In finance, the  bution that was used to finance an acquisition.
increase resulted from loans to affiliates. However, the increase in the position of Japanese
The increase in the position of Japanese par- ~ Parents was held down by large capital losses
Table 4.—Foreign Direct Investment in the United States on a Historical-Cost Basis at Yearend
[Millions of dollars]
1993 1994
Al | Petrole- | Manu- | Finance, | g | Real | Oth Al | Petrole- | Manu- | Finance, | g | Real | oth
industries eﬁrn? ¢ fac{aunrtjng Trade | Banking tfaxncﬁnng 2r51lcj(re estezie indutsterires industries eurrg ¢ fac?unrkjng Trade | Banking be;nclg ﬁ; grs\gg estese indust?ires
All countries . 464,110 | 31,740 166,397 | 72,808| 33,543| 34,357 40376| 28391 56,499 504,401 | 34,048| 184,484 | 79,542 36,734 | 34,678| 41,370| 28,389 65,158
Canada 40,143 2,455| 15,306 2,787 2,166 3,451 4717 3,283 5977 43,223 2,585| 16,911 3,290 2,405 3,439 5,057 3,040 6,497
Europe 287,084 | 24396| 124,454| 28307 16,829 | 15504| 31,39 11,937 34,267 312,876 | 25818 136,804 | 33,150| 19,198| 13,299 31,895| 11,800 40,911
Austria 602 0 173 141 ©®) ®) ) 1 16 886 0 213 160 ©) ) ©®) 1 15
Belgium ... 3,852 ®) 1,729 1,011 () 131 *) 61 9 3,606 679 2,264 1,243 —342 ©) (®) 55 90
Denmark 1,066 5 701 ®) 238 &) 0 0 @) 1,908 5 893 ©®) 257 (®) 0 0 525
Finland 1,649 104 | 1,289 24 107 ®) 146 ©®) () 1,806 ® 1623 21 ®) (@) ©®) 15 6
France ... 29,420 44| 17,749 2,123 1,888 803 2,062 79 4,671 33,496 46| 19,887 2,514 1,972 1,708 2,233 83 5,052
Germany 34,849 (®)[ 17,903 7,383 2,300 388 4,505 1,048 ©) 39,550 118 21,321 7,809 2,395 1,520 3,988 1,172 1,226
Ireland 4,894 () 369 ®) (®) 2,738 (®) 128 (®) 4,641 ©) 758 (®) ©) 1,459 ©) ®) ©)
Italy ... 2,014 207 470 598| 1,068| -477 (®) ©) -75 2,437 (®) 704 610| 1,020 ®) (®) 77 -193
Liechtenstei -16 -6 25 47 1 -33 0 —-38 -11 -35 =1 39 47 2 -38 0 —62 =17
Luxembourg . 1,136 ®) 839 ©) -5 199 (®) 139 -236 2,067 ©®)| 1,768 ©®) -5 137 0 182 -255
Netherlands ....... 72,172 | 12,067 23,286 7,443 3,925 3,081 8,064 5,628 8,678 70,645 12,770| 19,881 7,574 4,484 2,348 8,674 5,325 9,588
Norway 1,039 35 377 ®) ®) -3 ®) ®) 330 1,686 49 408 ®) 28 -3 ®) ®) 903
Spain . 1,217 ®) 59 162 1,683 ®) 191 ®) 20 1,781 -1 166 175 1,799 ®) 202 ®@) ®)
Sweden 8,244 (®)| 5290 774 158 —443 ®) 430 388 9,112 ()| 5467 1,798 114 @) 1,035 429 )
Switzerland .. 22,161 365| 11,337 1,496 1,571 1,194 4,303 —48 1,945 25,330 420 13111 1,284 1,810 2,753 4,170 -32 1,814
United Kingdom . 102,351 9,963 | 42,783 6,340 2,438 9,523 | 10,404 4,373 16,527 113,504 | 10,906 | 48,190 8,623 3,611 5255| 11,088 4,378 21,452
Other 433 ®) 76 117 183 ®) 0 13 7 457 ©) 111 148 185 ®) 0 12 1
Latin America and Other Western
Hemisphere ... 20,148 1,278 4,273 2,617 2,339 3,535 3,249 1,428 1,430 24,022 1311 6,466 3,094 2,719 3,724 3,311 1,606 1,790
South and Central America .......... 6106 -571 719 -2 1,952 736 ®) 221 () 6749 -667| 1138| -126| 2,218 707 (®) 286 ()
Brazil ....... 760 ®) -8 34 723 -1 (®) 7 (®) 785 (©) -99 8 847 4 (®) 7 (®)
Mexico 1214 g) 355 -14 169 362 0 51 291 2,187 (®) 1,155 2 190 331 g) 7 (®)
Panama ... 3,985 ®) 414 7 ©®) 343 ©®) 114 176 3,603 -15 80 27 ®) 369 ®) 158 ®)
Venezuela -345 ®) 46 -9 ) -1 0 21 ®) =217 -572 47 -10 201 1 0 19 36
Other 492 ®) -19 -52 559 33 ©®) 29 -1 452 ©®) -46 -97 ®) 2 3 25 -7
Other Western Hemisphere ........... 14,042 1,850 3,554 2,650 386 2,798 ©) 1,207 ©) 17,273 1,978 5,328 3,220 501 3,017 ®) 1,320 ®)
Bahamas ....... 1,272 ©®) 5 ©®) 0 817 0 144 (®) 1,120 ©®) 14 ©®) 0 618 0 88 145
Bermuda .. 775 6| -546 423 ©) ®) (®) 160 195 1,156 25 -147 477 ®) (®) 367 147 253
Netherland: 7,527 1,609 3,393 1,403 195 540 ®) 141 ©) 8,401 1,690 4,224 1,610 194 360 ®) 150 ®)
United Kingdom Islands,
Caribbean . 3,658 ©) 679 530 ® 1,192 7 575 321 6,365 ®) 1211 ©) 285 2,046 9 1,010 851
Other 811 () 23 ©) *) ®) ©®) 187 ©®) 231 -1 26 ®) ®) ©®) ©) -74 22
902 ©®) ®) ©® 18 ®) 0 79 ©®) 866 ®) 291 0 ®) ©®) 0 99 160
-8 0 5 @ @ 0 of @l ® -19 of Bl @ = 0 of @l ®
swl O @ O o O of  ® O w5l O W O @ @ of wl ©
Middle East 5221 ©®) ®) ©) 880 ®) 3| 1,034 ) 5579 ©®) 579 952 ®) ©®) 26| 1071 108
Israel .. 1,854 0 372 (®) 667 (®) 0 -3 ) 2,159 0 532 ©®) 629 414 0 -3 ®)
Kuwait woe @ @ e © 3| w9l O @ @ 4| @ @ @ @ w| @
Lebanol -35 0 @) ) 0 0 0 -84 0 -42 0 ®) ®) 0 0 0 -51 0
Saudi Arabia 1,622 ©®) ®) ®) 19 -1 0 21 ©®) 1,704 ©®) ) 13 ®) -1 ©) 16 ©®)
United Arab Emirates .. 105 -3 -3 *) ®) 0 0 1 ®) 80 -1 -1 4 (®) 0 0 1 ©)
Other 125 2 -2 4 137 4 0 -10 -9 97 ®) * -4 117 5 0 -9 (®)
Asia and Pacific 1919| 21,694 38228| 11,312 11,300 1,015| 10,630 14,514 117,835 2,714 23433 39,065 11,554| 13534 1,081 10,772 15,692
Australia } 1,539 2,578 ©) 131 ©) 224 175 1,561 7,884 (®) 2,946 768 33 —283 233 ©) 1,409
Hong Kong .. | 7 261 539 280 329 1 233 =21 1,723 8 215 822 313 181 -3 224 =37
Japan .......... § 359 17,571 | 36,957 | 10,042 11,285 719 9,788 12,487 103,120 275 18,691 36,832 10,223 | 12,778 776 9,773 13,770
Korea, Republic of . 849 6 -88 ®) 146 ®) G 13 176 1,158 7 66 ©®) 186 ®) ©®) 14 168
Malaysi 291 0 48 116 ©®) -1 0 3 ©) 451 ©®) 233 50 ©) -2 0 3 ®)
New Zealand 102 0 103 ®) ®) -27 29 15 ®) 158 -1 112 22 ®) -25 31 10 ®)
Philippines .. 59 0 3 (®) 50 0 ©®) -2 y 86 0 9 © 60 0 ®) -3 vl
Singapore 267 10 433 105 76 ®) -1 358 ®) 1,135 ©®) 595 7 87 43 *) 373 ®)
Taiwan ... 1,329 -1 558 186 296 (@) ©®) 49 167 1,438 -2 425 397 322 ©) 0 53 ()
Other 581 -2 228 73 257 ®) (®) -3 ©®) 683 -5 141 197 304 ) ©) ©®) 5
ddenda:
g 253,052 | 23591| 105885| 25561 14,660 14,800| 25420| 11,568 31,567 273,732 24,934 115839| 29,510| 16,774| 10,725| 26,471| 11,453 38,027
3,050 927 74 ©®) 33 ©) 3| 1,120 151 3214| 1,013 83 ©®) 403 ©®) 26| 1162 109

* Less than $500,000 ().
D Suppressed to avoid disclosure of data of individual companies.

1. Prior to 1993, the European Union was known as the European Communities (12). Through 1994, it consisted
of Belgium, Denmark, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, and the

United Kingdom. At the beginning of 1995, the Union was enlarged to include Austria, Finland, and Sweden, but

data for these countries are not included in this line.
2. OPEC s the Organization of Petroleum Exporting Countries. Its members are Algeria, Gabon, Indonesia, Iran,
Iraq, Kuwait, Libya, Nigeria, Qatar, Saudi Arabia, the United Arab Emirates, and Venezuela.
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reinvested earnings in most industries—especially
real estate and services.

More than one-half of the increase in the posi-
tion of Canadian parents was in manufacturing;
much of the remainder was in wholesale trade

and “other industries.” In manufacturing and
“other industries,” the increases reflected equity
capital inflows and reinvested earnings; in whole-
sale trade, the increase reflected new loans to
affiliates. loof
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